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Calidornia Water 1.40 1.85 8.29% 6.00% 
Connecticut Water 2.20 2.90 8.21% 6.00% 
Global Water Resources N/A N/A N/A 15.00% 
Middlesex Water 
SJW 
York Water 

1.40 2.10 12.28% 
2.60 3.45 8.42% 
1.05 1.60 12.79% 

Mean 9.01% 
Median 8.42% 
Average 8.72% 

Growth Rate (3) 
Dividend Yield 

Adjusted Dividend Yield (4) 
Indicated DCF Cost of Equity 

NA = Not Available 

Notes: 
(1) From Revised Exhibit DHC-5, pages 2 and 3. 
(2) From Revised Exhibit DHC-9. 

NA 
NA 
NA 

7.58% 
6.00% 
6.79% 

7.31% 
2.11% 
0.15% 
9.57% 

(3) Average of Value Line, Zacks, and Yahoo! Finance growth rates. 
( 4) Growth rate multiplied by the dividend yield. 

Yahoo! Finance Dividend 
LT EPS Growth Yield (2) 

4.00% 1.90% 
8.20% 2.00% 
5.00% 2.20% 
4.00% 2.50% 
9.80% 1.60% 
6.00% 2.10% 

15.00% 3.10% 
2.70% 2.30% 

14.00% 1.40% 
4.90% 2.00% 

7.36% 2.11% 
5.50% 
6.43% 
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Com an
VL Projected EPS Growth (1)
2017 Estimate Growth

Zacks
LT EPS Growth

Yahooi Finance
LT EPS Growth

Dividend
~Yi Id 2

American States
American Water
Aqua America
Artesian Resources
Calidornia Water
Connecticut Water
Global Water Resources
Middlesex Water
SJW
York Water

$ 1.85 $ 2.35
3.00 4.15
1.36 1.85

NA 1.24
1.40 1.85
2.20 2.90
N/A N/A
1.40 2.10
2.60 3.45
1.05 1.60

7.07o/o

9.71%
9.19o/o

5.16%
8.29%
8.21%

N/A
12.28o/o

8.42%

12.79'.00o/o

7.50%
6.00%

NA

6.00%
6.00%

15.00o/o

NA

NA

NA

4.00%
8.20%
5.00%
4.00%
9.80ok
6.00%

15 00oA

2.70%
14.00o/o

4.90o/o

1.90%
2.00o/o

2.20%
2.50o/o

1 60o/o

2.10o/o

3.10%
2.30%
1.40%
2.00%

Mean
Median
Average

9.01o/o

8.42%
8.72%

7.58%
6.00%
6.79o/o

7.36o/o

5.50'/o
6.43'/o

2.11%

Growth Rate (3]
Dividend Yield

Adjusted Dividend Yield (4)
Indicated DCF Cost of Equity

7.31%
2.11%
0.15o/o

9.57%

NA = Not Available

Notes:
(1) From Revised Exhibit DHC-S, pages 2 and 3.

(2] From Revised Exhibit DHC-9.

(3] Average of Value Line, Zacks, and Yahoo! Finance growth rates.
(4] Growth rate multiplied by the dividend yield.
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Corrected CAPM Reflecting the Long-Term Arithmetic Mean
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Exhibit No.
Schedule DWD-2R

Line No.

Market Return (1)

Risk-Free Rate (2)

Equity Risk Premium (3]

11.80%

3.709e

8.10%

4. Beta (4) 0.75

CAPM Cost of Equity (5]

6. ECAPM Cost of Equity (6)

Average

9.78%

10.28%

10.03%

Notes:
(1)
(2)
(3)
(4)
(5)
(6)

From page 7-13 of SBBI - 2017.
From Revised Exhibit DHC-2.

Line 1 - Line 2.
From Revised Exhibit DHC-13, page 1.
Line 2+ (Line 3 x Line 4).
Line 2 + (0.75 x (Line 3 x Line 4)) + (0.25 x Line 3).
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C li te

rv'-SquaredStatistics for
rlisl 't rP x o

Com an ~x-S d

American States
American Water
Aqua America
Artesian Resources
Calidornia Water
Connecticut Water
Global Water Resources
Middlesex Water
SJW
York Water

0.1292
0.1525
0.1702
0.0547
0.1732
0.1073

NA

0.1439
0.1206
0.1366

Average 0.1320

Median 0.1366

NA = Not Available

Source of Information:
Value Line Proprietary Database December 2017
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Comparable Earnings:
New Life for an Old Precept

by

Frank J. Hanley

Pauline M. Ahern

Reprinted from the American Gss Association's Financial Quarterly Review
Summer 1994 edition, Arlington, Va.
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Comparable Earnings: lIlee Life for an Old Precept

A ccelerating deregulation has
greatly increased the invest-
ment risk of natural gas utili-

ries. As a result, the authors believe
it niore appropriate thaii ever to
eniploy the comparable earnings
modeL We believe our application oj
the model overconies itic greatest
iniditional objection io ii — lack of
comparability of /lie se!ected non-
utility proxy jinns. Our illustration
focnses on a tafgef gas pipeline com-
pany with a beta of 0.96 — ahnost
equal to the market 's beta of 1.00

Introdnctlon

'Ihe comparabie earnings model used
tu determine a cummou equity cast rate
is deeply rooted in the standard of acur-
responding risk" enunciated in the land-
mark Blnefield and Hope decisions of
the U.S. Supreme Court.& With such
solid gmuudiug in the foundations of rate
of return iegulaiiuu, comparable eaiuiugs
should be accepted as a principal model,
along with ihe cuneaiiy popular market-
based models, provided that iis most
common criticism, uuiwcompaiabniiy of
the proxy companies, is overcome,

Our comparable earnings model
overcomes the uou-cumpaiabiiiiy issue
of the uou-uiniiy firms selected as a
proxy for the target utility, in this exam-
ple, a gas pipeiiue company, We should
uo(e that in the absence of common
stack prices for the target uiiTiiy (as with
a wholly-owned subsidiary), it is appro-
priate iu use the average of a proxy
group of similar risk gas pipe)ice com-
panies whose common stocks are active-

ly traded, As we will demonstrate, our
selection process iesuhs in a group of
domestic, uou-utility firms that is com-
parable in total risk, ihe sum of business
aud fmaucial risk, which reflects both
nou-diveisiiiabie systematic. or mmket,
risk as wen as diveisifiabie unsystemat-
ic, or firm-specific, risk.

Embedded in the
landmark Decisions

As stated iu Bhiejield in 1922: aA

public utniiy is entitled io such fates as
will permit ii iu earn a return ... on
invesuueuis in other business undeitak-
iugs which aie attended by conespuud-
ing risks aud uncertainties ..."

iu addition, the court stated in Hope
in 1944: "By that standard ihe return iu
the equity owner should be commensu-
rate with returns on investments in other
enterprises having corresponding risks."

Thus, the "corresponding risk" pie-

ceps of Blnejieid aad Hope piedaies the
use of such maikei-based cost-of-equity
models as the Discounted Cash Row
(DCF) aud Capital Asset Priciug
(CAPM), which were developed later
aud are currently popular in rate-
base/rate-uf-temrn ieguiatiuu. Conse-
quently, the comparable earnings model
has a longer regulatory aud Judicial his-
tory, However, it has tar greater rele-
vance uow than ever before in iis hist-
ory because significant deregulation has
substantially increased natural gas utili-
ties'nvestment risk iu a level similar io
that of uou-utility linus. As a result, it is

Frank J. Hanley is president of AUS Consultants — Utility Services
Group. He has testified bi several liundred rate proceedings on the sub-
ject of cost of capital before tlie Federal Energy Regulatory Commis-
sion and 27 state regulatory commissions. Beforejoining AUS in 1971,
he was an assistant treasurer of a nuniber of operating companies in
the American Water Works System, as well as a financial planning ovfji-

cer with the Philadelphia National Bank. He is a Certified Rate of
Retiirn Analyst.

Pauline N. Aheni is a seniorfinancial aftalyst with AUS Consultants
— Utility Services Grmip, She has participated in many cost-of-capital
studies, A former einployee of the U.S. Department of'he Treasury and
the Federal Reserve Bank of Boston, she holds an MBA degree fivm
Rutgers University andis a Certified Rate of Retuni Analyst.

Finanaai Qaanerly Review 'einnier /994 page 4
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Comparable Earnings I .,„d
more important than ever to look to
similar-risk non-utility firms for insight
into common equity cast rate, especially
in view of the deficiencies inherent in
the currently popular market-based cost
of common equity models, panicularly
the DCF model.

Despite the fact that the landmark
decisions are still regarded as having set
the standards for determining a fair rate
of return, the comparable earnings
model has experienced decreased usage
by expert witnesses, as well as less reg-
ulatory acceptance over the years. We
believe the decline in the popularity of
the comparable eamlngs model, in large
mensure, is attributable to the difficulty
of selecting non-utility proxy firms that
regulators will accept as comparable to
the target utility. Regulatory acceptance
is difficult to gnin when the selection
process is arbitrary. Our application of
the model is objective and consistent
with fundamenud financial tenets.

Principles of
Comparable Earnings

Regulation is a substitute for the
competition of the marketplace. More-
over, regulated public utilities compete
in the capital markets with all firms,
including unregulated non-utilities. The
comparable earnings model is based
upon the opportunity cost principle; ia,
that the true cost of an invesunent is the
return that cauld have been earned on
the next best available alternative
investment of similar risk. Conse-
quently, the comparable earnings model
is consistent with regulatory and finan-
cial principles, as it is a surrogate for
the competition of thc marketp)ace, and
investors seek the greatest available rate
of return for bearing similar risk.

The selection of comparable firms is
the most difficult step in applying the
comparable earnings model. as noted by
Phillipsz as well as by Bonbright,
Danielsen and Kamerschen.s The selec-
tion of non-utility proxy firms should
result in a sufficiently broad-based
group in order to minimize the effect of
company-specific aberrations. How-

ever, if the selection process is arbi-
trary, it likely would result in a proxy
group that is too bmad-based, such as
the Standard gt Poor's 500 Composite
Index or the Value Line Indusotal Com-
posite. The use of such groups would
require subjective adjustments to the
comparable earnings results to reflec
risk differences between the group(s)
and the target utility, a gas pipeline
company in this example.

Authors'election Criteria

We base the se)ection of comparable
non-utility firms on market-based,
objecrive, quantitative measures of risk
resulting fmm market prices that sub-
sume investors'ssessments of all ele-
ments of risk. Thus, our approach is
based upon the principle of risk and
return; namely, that firms of compara-
ble risk should be expected to earn com-
parable returns. It is also consistent with
the "corresponding risk" standard estab-
lished in Bb&efield and Hope. We mea-
sure total investment risk as the sum of
non&versif&able systematic and diver-
sifiable unsystematic risk. We use the
unadjusted beta as a measure of system-
atic risk and the standard enor of the
estimate (residual standard error) as a
measure of unsystemauc risk. Both the
unadjusted beta snd the msidual stan-
dard error are derived fmm a regression
of the target utility's security returns
relative to the market's returns, which
takes the general form:

ru = ai+ bi ree+ ea
where:

ru = nh observation of the 1th
utility's rate of return

ree = lth observation of the
market's rate of return

ea = nh random error tenn
a, ~ constant least-squares

regression coeffldeut
b, ~ least-squares regression

slope coefficient, the
unadjusted beta.

As shown by Francis,e the total vari-
ation or risk of a firm's return, Var (r),
comes fmm two sources:

Var (r,)= total risk of ith asset

~ var(a, + b,r„ + e)
substituting (a, + bir + e)
for r,

= vas(b,r )+ var(e) since
var(a,) m 0

~ b,2 var(r„) + var (e)
since var(b;r„) = bst

var(r„)
-"systematic +

unsystematic risk
Francis& also no!es: "The term

G (r&(rg is called the residual variance
aramid the regression line in statistical
terms or unsysie&naric risk in capital
market theory language, Gs (rJr ) = .

= var (e), The residual variance is the
squared standmd enor in regression lan-
guage, a measure of onsystematic risk,"
Application of these criteria results in a
group of non-utility Arms whose aver-
age total investment risk is indeed com-
parable to that of the target gas pipeline.

As a measure of systematic risk, we
use the Value Line unadjusted beta. Beta
measures the extent to which market-
wide or macraeconomic events alrect a
finn's stock price. We use the unad-
justed beta of the target utility as a start-
ing point because it results from the
regression of the target ulility's security
returns relacve to the market's returns.
Thus, the resulting standard deviation of
beta relates to the unadjusted beta. We
use the standard devlauon of the unad-
justed beta to determine the range
amund i t as the selection criterion based
on systematic risk,

We use the residual standard error of
the regression as a measure of unsys-
tematic risk The residual standard error
reflects the extent to which events spe-
cific to the firm's operations affect a
fnm's stock price. Thus, it is a measure
of diversifiable, unsystematic, firm-
specific risk.

An Illustration
of Authors'pproach

Step One: We begin our approach
by establishing the selection criteria as a
range of both unadjusted beta and resid-
ual standard error of the target gas

continued on page 6

9&see&&a& Qeenerly Reeie&r See&e&er &9&e& page S
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COmParable EarningSf,m.,...d

process. Consequently, we believe all
utilities must be eliminated to avoid cir-
cularity. Moreover, we believe non-
domestic firms must be eliminated
because their reporting methods differ
sigtuficsntly from U.S. firms.

Step Four: We then eliminated
those firms for which Value Line does
not publish a "Ratings ik Report" in
Value Line iavesrinenr Strrvey so that
the historical and projected returns on
net worths are from a consistent source.
We use historical returns on net worth
for the most recent five yems, as well as
those projected three to five years into
the future. We believe it is logical to
evaluate both historical and projected
return rates because it is reasonable to
assume that investors avail themselves
of both when they are available from
widely disseminated information ser-

vices, such as Value Line Inc. The use
of Value Line's return rates on net
worth understates the common equity
rctum rates for two reasons. First, pre-
ferred stock is included in net worth.
Second, the net wotth return rates are as
of thc end of each period. Thus, the use
of average common equity return rates
would yield higher results.

Step Five: Median returns based on
the historical average three, four and
five years ending 1992 and projected
1996-1998 or 1997-1999 rates of return
on net worth are then determined as
shown in columns 4 through 7 of table
1. The median is used due to the wide
variations and skewness in rates of
return on net worth for the non-utility
firms as evidenced by the frequency
distributions of those returns as shown
in illustration I.

However, we show the average
unadjusted beta, 0.92, and residual stan-
dard error, 3.7705, for the proxy group
in columns 2 and 3 of table I because
their frequency distributions am not sig-
nifiicantly skewed, as shown in flus-
tration 2.

Step Sixi Our conclusion of a com-

yrvssckrl Qvarrvrry Rzvtviv Siwvver /vga pare y
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compensate for the differences in busi­
ness risk and financial risk, such as 
accounting practices and debt/equity 
ratios. Moreover, it is inappropriate to 
attempt a comparison of the target utility 
with any individual firm, or subset of 
finns, in the proxy group because only 
the average finn of the group is relevant. 

Because the comparable earnings 
model is firmly anchored in the "corre­
sponding risk" precept established in 
the landmark court decisions, it is wor­
thy of consideration as a principal 
model for use in estimating the cost rate 
of common equity capital of a regulated 
utility. Our approach to the comparable 
earnings model produces a proxy group 
that is indeed comparable in total risk 
because the selection process is objec­
tive and quantitative .. It therefore over­
comes criticism linked to arbitrary 
selection processes. 

All cost-of-common-equity models, 
including the DCF and CAPM, are 
fraught with deficiencies, usually stem­
ming from the many necessary but unre­
alistic assumptions that underlie them. 
The effects of the deficiencies of indi­
vidual models can be mitigated by using 
more than one model when estimating a 
utility's common equity cost rate . 
Therefore, when the non-comparability 
issue is overcome, the comparable earn­
ings model deserves to receive the same 
consideration as a primary model, as do 
the currently popular market~based 
models.• 

I Bluefield IVater IVork.s Improvement Co. v. Pub­
lic Senriu Commission. 262 US 679 ( 1922) and 
Federal Power Co111111ii·sion ,, Hope Na111ral Gas 
Co. 320U.S S19(1944). 
2charles F. Phillips Jr .• The Regulalioo o(PubUc 
Urtillies: Jbeocy pnd Pragice. Public Utilities 
Rcpons Inc .• 1988. p 379 
3Jomcs C BonbrighL Albert L. Danielsen and 
David R Kamcrschen. Prjnc:jpll?/i n[ Puh!jc U.li.l.i: 
~-2nd edition. Public Utilities Reports 
Inc . 1988, p 329. 
4 Jack CJork Francis. (nvcs1rosnw AnaJysls nnd 
Mnnagemcnt, 3rd edition. McGraw-Hill Book 
Co., 1980, p 363 
SJd .• p.548. 
6Retums on net wonh must be used when 
relying on Value Line data because reiums on 
book common equity for non-utility firms are 
not aVllilable from Vllluc Line 
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Comparable Earnings f „„... 7

parable earnings cost mte is based upon
the mid-point of the average of the
median three-, four- and five-year his-
torical rates of return on net worth of
12.1 percent as shown in column 5 and
the median projected 1996-1998/1997-
1999 rate of return an net worth of 155
percent as shown in column 7 of table I.
As shown in column 8, it is 13. 8 percent.

SIIIHHlary

Our comparable earnings approach
demonsuates that it is possible to select
a proxy group of non-utility firms that is
comparable in torsi risk to a target util-
ity. In our example, the 13.8 percent
comparable earnings cost rate is very
conservative as it is an expected
achieved rate on book common equity
(a regulatory aHowed rate should bc

greater) and because it is based on end-
of-period net worth. A simiiar rate on
average net worth would be about 20 to
40 basis points higher (i.e., 14.0 to 142
percent) and still understate the appro-
priat tugulatory allowed rate of return
on book common equity.

Our selection criteria are based upon
measures of systematic and unsystemat-
ic risk, specifically unadjusted beta and
residual standard error. They provide
the basis for the objective selection of
compnrable non-utility firms. Our selec-
tion criteria rely on changes in market
prices over approximately five years.
We compare the aggregate total risk, or
the sum of systematic and unsystematic
risk, which reflects investors'ggregate
assessment of both business and finan-
cial risk. Thus, no adjustments are nec-
essary to the proxy group results to

'::."-'.'Repoeit Listis'.Pipeline,'Stowrage.'Projeoits'-,

Moie than',$9 bHHoii'worth'ofpmjects tiifoixpnnd:the-inttion's:natural gns
— pipcfine'network.nre:hi various stages,of deyelojnneut )riccording to apA'.G3k;
', mport.'hese project's involvelitetuly:8,000 tmlcs xifStew pipelines.iuid,capac-
..'Ity/additiottsitoyuxisthig lines and iepiesen't'153'.bglbri'cribic feet (Bcf)per'ay:ofnew pipeline capacity.: '4',g;.~'.- ~-,:.:.-',;

D'u'ring,1993.nud.early 1994, con tructiori:on 3,)00 miles„"ofxpipeHiie::wasi-
-comPleted or tuiderrway, ntxi:cost iftteariy;$4bHHoii says,AeGJL"These Pmo

:,: jecis 'me adding'Bcfin dally deHyeiy capacity'otuvo'nwide.:,. 1
".j;.=;: ', '.Ij:;

=;=':;:JAmong:the.;projects.'completed iu 1993.:w'ere liacific Gas'Trarismisiion"'.',Co.'s'805iniles'of looping tbariallowsmcmaesed defiverles of 'Cnn'adiari giis to'-,."

-thri'West Coast;JNorihw'est'plpelhie,Corpyh addition:oif433'mgiion.'cubic'feet i

of:dafiy, capaceitytor.customer'8:In the.;Pacific.N'otthwestsmdXocliyiMouritabt
atuas'; iirid,the:156-mile Empire:Statepjpefineiiii¹w Yrirjn( i-.:7 '-"'-':-""':-,

.~-.::. Tu:nddifiori, major construhtion projects'we'rei 'sta'rteid on".:the nys'toms eyf
:-'„TeexisiEastein'.Trarismission Corp nnd,:Algonquin Gas'Tuuismissioa .Co.—

both pubsIdiaiies pf PanhandlelEastem Cogb~ and'iilong Friorida Gas Trans-..

:" 'Tiie,,mportigoes on t'o discrisaianatherJSibilllori iri;pmpoied p'mjricts
-',: which,'if compleat,wiH'add:,neariy:5,000 imlei.iof 'ptpebne''avnd,9.8 ')Icf per: "

; dayiin cgpacltye niuch ofitaervtng FIoridn'riud Wnst Coast markets,-"""'.-- "''".=„=,A GA)also idengfies47 storagepngects andsnysrihat if afi of 'ihem mu'built,'e
.'xisdpg shmigecapiicit'yWifi incre'asebysuoietbin500Bcf;arlgpeicenho.;-1'll: ":

,::-'n~oi For'a'copy ofIttmvPipegneCpnet/ucf/on gyaius Riep'pry 199394 (gep00103)
:; caH'AOAt at (703) $41y8490;;PncePe'r coPy iig6 for'mPioyy'eris 'of member'::-'

'compaiiies ind'nisociiites and 812 for oiher custom'ers.'',,-

compensate for the differences in busi-
ness risk and financial risk, such as
accounting practices and debt/equity
ratios. Moreover, it is inappropriate to
attempt a comparison of the targe( utility
with any individual firm, or subset of
firms, in the proxy group because only
the average finn of the group is relevant.

Because the comparable earnings
model is firmly anchomd in the "corre-
sponding risk" precept established ia
the landmark court decisions, it is wor-
thy of consideration as 8 principal
madel for use in estimatiog the cost rate
of common equity capital of a regulated
utifity. Our approach to the comparable
earnings model produces a proxy group
that is indeed comparable in total risk
because the seiecrion process is objec-
tive and quantitative It there/cia over-
comes criticism linked to arbitrary
selection processes.

AH cost-of-common-equity models,
including the DCF and CAPM, are
fraught with deficiencies, usuagy stem-
ming from the many necesswy but unre-
alistic assumptions that underfie them.
The effects of the deficiencies of indi-
vidual models can be mitigated by using
more than one model when estimating 8
utility's common equity cost rate.
Therefore, when the non-comparability
issue is overcom, the comparable eam-
ings model deserves to receive the same
consideration as 8 primary model, as do
thc currently popular market-based
models. 8

i Ripe/ieid 1Voier IVorls Jmprovemeof Co v Pob-
ffc Sevviee Cooeoi riioe. 262 U S 879 11922) eod
Fedemf Power Comieiiiioo v Hope Hooool Gee
Co. 326 U.S 319 (1944).
JCberlee F. FhiiliPe Jr. Ihagssahrioaa(gablfs

pobbe Uiihiiee
Repone ioe.. 1988. p 379
Jiomee C Boobdahi. Alben l Denieleeo eod
Bovid R Kemerecheo Zda!JP)ssstfiblhgrJ!tgh
fssgotab 2od edoioo. Pobtte Uiiiiiho Repent

ioo. 1988, p 329.
4Jeek clark Francis, iassumsmuebQllbnhind~ 3of ed iiioo. MeGmw-Hg 1 Book
Co, 1980,p 383
11d.p,348.
4Roimoe oo oct wonh must be used whee
reiyios oo Value line data because reiome oo
booL common cqohy for ooo-oii1hy firms eie
ooi eveilebie from Veioe line

Fioeoeioi Qiewfevfy Revieiv Seoveer 1994 pode 8
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roli Wa 'n
Selection of Non-Price Regulated Group Similar in Risk to

Dr lisl 'ter Prox u

Dr. Carlisle's Water Proxy Group

Ticker
AWR
AWK
WTR
ARTNA

CWT
CTWS

GWRS
MSEX

SJW
YORW

Company Name
Amer. States Water
Amer. Water Works
Aqua America
Artesian Res Corp
California Water
Conn. Water Services
Global Water Resourc
Middlesex Water
SJW Group
York Water Co. (The)

Unadjusted
Beta

0.56
0.42
0.50
0.37
0.58
0.45

NA

0.56
0.55
0.58

Standard Error
of the Regression

2.7946
1.9373
2.1431
2.9852
2.4397
2.5093

NA

2.6567
2.8737
2.8013

Range Unadjusted Beta
Range Standard Error of Regression

0.37
1.9373

0.58
2.9852

Comparable Risk Non-Price Regulated Group

Ticker
AZO

CBOE

CPB

DNKN

DPS
FORR
HRL

HSY

KMB

MCY

SJM
WMT

Company Name
AutoZone Inc.
CBOE Holdings
Campbell Soup
Dunkin'rands Group
Dr Pepper Snapple
Forrester Research
Hormel Foods
Hershey Co.

Kimberly-Clark
Mercury General
Smucker Q.M.)
Wal-Mart Stores

Unadjusted
Beta

0.55
0.49
0.49
0.53
0.55
0.58
0.57
0.49
0.50
0.52
0.50
0.43

Standard Error
of the Regression

2.2083
2.5086
2.1673
2.8822
1.9555
2.7464
2.2989
2.2615
1.9767
2.4935
2.1906
2.1287

NA = Not Available

Source of Information:
Value Line Proprietary Database December 2017
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Pege 1 of 4

C r linaWaterS 'nc
Summary of Cost of Common Equity Models

A lie D rlisl 'on-Pri e e ula edGrou

Principal Methods

Discounted Cash Flow Model (DCF) (1)

Capital Asset Pricing Model (CAPM) (2)

Average

Dr. Carlisle's
Non-Price
Regulated

Group

14 66%

9.85%

12.26%

Notes:
(1) From page 2 of this Schedule.
(2) From page 3 of this Schedule.
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Pago 2 of 4

'W rSe
Indi d D t Dr 'e's - ri lated r u

VL Projected EPS Growth
2017 Estimate Growth

Zacks
LT EPS Growth

Yahool Finance
LT EPS Growth

Dividend
Yield

AutoZone, Inc.
CBOE Holdings, Inc.
Campbell Soup Company
Dunkin'rands Group, Inc.
Dr. Pepper Snapple Group
Forrester Research, Inc.
Hormel Foods Corporation
The Hershey Company
Kimberly-Clark
Mercury General
The J.M. Smucker Co.

Wal-Mart Stores, Inc.

$ 44.07
2.40
3.04
2.43
4.50
1.22
1.57
4.85
6.20
1.63
7.00
4.43

$ 78.00
5.75
3.50
4.50
6.20
2.00
2.50
6.45
7.75
5.00
9.40
6.50

17.72o/o

28.36%
4 11ak

19.25ak
9.59%

15.17%
14.22%

8 490k
6.589o

37.75o/o

8.79'/o
11.58%

12 70ak
17.60%
5.30%

13.40%
10.70%
12.00o/o

9.30%
8.70ok

7.90%
25.30%

7.90%
5.80%

11.68%
17 90ok

3.75%
13.86%
10.64%
12.00%

0.53%o

9.62%
7.61%

25.30%
10.10o/o

7.10%

NA

0.90o/o

3.00ok
2.40'k
2 50ok
2.00ok
2.10%
2.30%
3.30%
5.40%
2.50%
2.10%

Mean
Median
Average

15.13%
12.90ok
14.01%

11.38%
10.00%
10.69%

10.84%
10.37%
10.61%

2.59%

Growth (13
Dividend Yield

Dividend Growth (2]
Indicated DCF Cost of Equity

11.77%
2.59%
0.30'/o

14.66%o

NA = Not Available

Sources of Information:
Value Line Investment Survey
Zacks Investment Service
Yahooi Finance
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i In
Indicated CAPM Cost Rate for

Dr Carlisle's N - ' ulated

Exhibit No.
Schedule DtND-SR

Page 3 of 4

Line No.

Market Return (1)

2. Risk-Free Rate (2)

1 1.80%

3.70%

Equity Risk Premium (3) 8.10%

4. Beta (4) 0.725

CAPM Cost of Equity (5) 9.57%

6. ECAPM Cost of Equity (6) 10.13%

Average 9.85'Yo

Notes:
(1)
(2)
(3)
(4)
(S)
(6)

From page 7-13 of SBBI - 2017.
From Revised Exhibit DHC-2.

Line 1- Line 2.
From page 4 of this Schedule.
Line 2 + (Line 3 x Line 4).
Line 2 + (0.75 x (Line 3 x Line 4)) + (0.25 x Line 3).
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Page 4 of 4

r 'n

Beta Coefficients for Dr. Carlisle's
-Prie R r

Com an Name Beta

AutoZone, Inc.
CBOE Holdings, Inc.
Campbell Soup Company
Dunkin'rands Group, Inc.
Dr. Pepper Snapple Group
Forrester Research, Inc.
Hormel Foods Corporation
The Hershey Company
Kimberly-Clark

Mercury General
The J.M. Stnucker Co.

Wal-Mart Stores, Inc.

0.80
0.70
0.70
0.60
0.75
0.70
0.75
0.75
0.75
0.80
0.70
0.70

Average 0.725

Source of Information
Value Line Investment Survey - Standard Edition


